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Potential wider economic impacts of 
WKH(QHUJ\(IÀFLHQW6FRWODQGSURJUDPPH
Karen Turner, Antonios Katris, Gioele Figus and Ragne Low, 
Centre for Energy Policy, University of Strathclyde
6FHQDULR +RZ PLJKW D \HDU SURJUDPPH
RIVSHQGLQJRQ UHVLGHQWLDOHQHUJ\HIÀFLHQF\
impact the wider economy?
Based on a continuation of real spending on Scottish 
UHVLGHQWLDO HQHUJ\ HIÀFLHQF\ EXW QRZ LQ D QHZ 
20-year funding framework, we considered the 
LPSDFWVRIELOOLRQLQVSHQGLQJRYHU\HDUVRQ
LPSURYLQJUHVLGHQWLDOHQHUJ\HIÀFLHQF\LQ6FRWODQG
20% of this is Scottish Government grants (all 




Energy Saving Trust suggest that this will lead to 




&XPXODWLYH *'3 LPSDFW EQ LQ UHDO *'3
RYHUWKHQH[W\HDUV
:H HVWLPDWH WKDW WKH FRPELQDWLRQ RI HQDEOLQJ
HQHUJ\ HIÀFLHQF\ JDLQV YLD WKH DERYH VSHQGLQJ
and the knock-on impacts of realising this gain 
on household spending power, could potentially 
GHOLYHUDFXPXODWLYHERRVWRIELOOLRQWR6FRWWLVK




6XVWDLQHG UDWH RI *'3 H[SDQVLRQ 
additional GDP over the long term
7KH *'3 ERRVW DOVR HTXDWHV WR WKH VXVWDLQHG
GHOLYHU\ RI DQ DGGLWLRQDO  LQ 6FRWWLVK *'3
LQWRWKHORQJWHUP7KLVLVHVWLPDWHGWREHUHDOLVHG
E\ WKH ÀIWK \HDU RI WKH (QHUJ\ (IÀFLHQW 6FRWODQG
SURJUDPPHDOWKRXJK LWGRHV IDOOEDFNVOLJKWO\ IRU
up to several years after the completion of the 




EH WKHQ ODUJHO\ VXVWDLQHG RYHU WKH ORQJ WHUP DV




If the estimated direct Government spending 
JUDQWVLVWDNHQDVWKHNH\HQDEOHURI(QHUJ\(IÀFLHQW





realised in the fourth year of the programme and 
largely sustained into the long term, again with 
some contraction in the years following the end 
RIWKH\HDUSURJUDPPH'XULQJWKHSURJUDPPH





gains to free up household spending 
2YHU WKH ORQJ WHUP WKH VXVWDLQHG ERRVW WR MREV
DQG*'3LVGULYHQE\PRUHHQHUJ\HIÀFLHQW6FRWWLVK
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DOI: KWWSGRLRUJ
,,QWURGXFWLRQPRGHOOLQJWKHZLGHUHFRQRPLF
LPSDFWV RI WKH (QHUJ\ (IÀFLHQW 6FRWODQG
programme
The Centre for Energy Policy has previously EORJJHG1 
and EULHIHG2 RQ KRZ LPSURYLQJ HQHUJ\ HIÀFLHQF\
could potentially deliver a range of wider economic 
EHQHÀWV7KLVLQFOXGHVRXUanalysis of how an initial 
PLOOLRQVSHQGDQQRXQFHGLQDXWXPQLQ
WKHVRFLDOKRXVLQJDQGSXEOLFVHFWRUV3 may impact 
6FRWWLVK*'3MREVDQGWKHSXEOLFEXGJHW+HUHZH
turn our attention to the new 20-year framework 
DLPHG DW LPSURYLQJ WKH HQHUJ\ HIÀFLHQF\ RI WKH
wider housing stock that forms a core element 
RI WKH QHZO\ ODXQFKHG (QHUJ\ (IÀFLHQW 6FRWODQG
SURJUDPPH
We use the multi-sector economy-wide AMOSENVI 
PRGHO WR FRQVLGHU WKH LPSDFWV RI D SURMHFWHG
ELOOLRQ LQ VSHQGLQJRYHU \HDUVRQ LPSURYLQJ
UHVLGHQWLDO HQHUJ\ HIÀFLHQF\ LQ 6FRWODQG %DVHG
on current real spending on residential energy 
HIÀFLHQF\ WKLV WRWDO LV OLNHO\ WR EH FRPSRVHG RI
ELOOLRQ LQ6FRWWLVK*RYHUQPHQWJUDQWV
(all directed to low income households), 15% 
ELOOLRQ YLD WKH (QHUJ\ &RPSDQ\ 2EOLJDWLRQ
(&2 DQG  ELOOLRQ LQ KRXVHKROG
FRQWULEXWLRQVYLDLQWHUHVWIUHHORDQV7KHVHIXQGV







with the key sectors actually undertaking this work 
EHLQJ WKH 6FRWWLVK &RQVWUXFWLRQ LQGXVWU\ DQG LWV
XSVWUHDPVXSSO\FKDLQ:HODEHOWKLVWKH¶HQDEOLQJ·
VWDJHRIWKH(QHUJ\(IÀFLHQW6FRWODQGSURJUDPPH
We then go on to model the impacts of Scottish 
KRXVHKROGV DFWXDOO\ UHDOLVLQJ HQHUJ\ HIÀFLHQF\
JDLQV ZKLFK DUH SURMHFWHG EDVHG RQ HVWLPDWHG
GDWD SURYLGHG E\ WKH 6FRWWLVK *RYHUQPHQW DQG
Energy Saving Trust) to manifest in a growing 
UHGXFWLRQLQWKHVSHQGLQJRQWKHHQHUJ\UHTXLUHGWR
UXQKRPHV:HODEHOWKLVWKH¶UHDOLVLQJ·VWDJHDQG
model stepped year-on-year increases in energy 
HIÀFLHQF\ HQDEOHG E\ WKH FRQWLQXHG SURJUDPPH
7KHKHDGOLQHÀJXUHXVHGWRLQIRUPWKHPRGHOLVDQ






First, we consider the economy-wide impacts 
RI WKH VSHQGLQJ DQG UHWURÀWWLQJ DFWLYLW\ GXULQJ
WKH HQDEOLQJ VWDJH RXWOLQHG DERYH %HIRUH DQ\
HIÀFLHQF\JDLQVDUH UHDOLVHGDFWLYLW\ LQ WKLVVWDJH
is likely to impact the wider economy via what is 
DVLJQLÀFDQWPLGUDQJHERRVWWRDFWLYLW\LQ6FRWWLVK
construction and other sectors on the production 
VLGH RI WKH HFRQRP\ 7KLV ERRVW LQ DFWLYLW\ ZRXOG
LQYROYHLQFUHDVHGHPSOR\PHQWDQGLQWXUQHQDEOH
PRUH VSHQGLQJ E\ ZRUNHUV DQG KRXVHKROGV :H
HVWLPDWHWKDWWKHHQDEOLQJVWDJHRI(QHUJ\(IÀFLHQW
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ZLOO GHOLYHU D FXPXODWLYH XQGLVFRXQWHG ERRVW
RI ELOOLRQ WR 6FRWWLVK *'3 RYHU WKH QH[W 
\HDUV$VVRFLDWHGZLWKWKLVLVDSHULRGRILQFUHDVHG
HPSOR\PHQW UHODWLYH WR ZKDW ZH ZRXOG REVHUYH
LQ WKH DEVHQFH RI WKH (QHUJ\ (IÀFLHQW 6FRWODQG




VWDJH DORQH ORVHV SRZHU 7KLV LV SDUWO\ EHFDXVH
DQ LQFUHDVLQJQXPEHURI6FRWWLVKKRXVHKROGVDUH 
SD\LQJ EDFN WKH ORDQV WKDW ÀQDQFH WKHLU 
FRQWULEXWLRQV DQG ZH DVVXPH DOVR SD\LQJ
LQGLUHFWO\ IRU WKH (&2 FRQWULEXWLRQ WKURXJK WKHLU
HQHUJ\ ELOOV 7KLV ZLOO LQ WXUQ OLPLW WKH ¶PXOWLSOLHU·
effect of increased wage income and the 
FRQVXPSWLRQLWVXSSRUWV
+RZHYHU WKH PDLQ UHDVRQ WKH HFRQRPLF ERRVW





to a gross contraction in economic activity for a few 





Nonetheless, it is important to consider how 
VHFWRUVRI WKHHFRQRP\PD\DGMXVWDW WKHHQGRI
DSHULRGRIVLJQLÀFDQWVSHQGLQJYLDDSURJUDPPH
VXFK DV (QHUJ\ (IÀFLHQW 6FRWODQG ,Q WKLV UHJDUG
the fact that the Scottish Government is pre-




 which we will report on in a separate CEP Policy 
%ULHILQWKHHDUO\VXPPHU²ÀQGVODUJHGLIIHUHQFHV
in estimates of GDP and employment impacts 
GHSHQGLQJRQZKDWZHDVVXPHDERXWMXVWKRZORQJ
actors on the supply side of the economy expect 
WKHSURJUDPPHWRODVW
,,, 7KH 5HDOLVLQJ 6WDJH LPSURYLQJ HQHUJ\
HIÀFLHQF\ PHDQV WKDW 6FRWWLVK KRXVHKROGV
will have more money to spend on other things





to heat their homes to a given temperature for a 
JLYHQQXPEHURIKRXUV7KHUHDOLVLQJVWDJHLQYROYHV
KRXVHKROGV DGMXVWLQJ WKHLU KHDWLQJ V\VWHPV WR
EHQHÀWIURPWKLVWKHUHE\UHGXFLQJHQHUJ\ELOOVDQG
IUHHLQJ XS LQFRPH WR VSHQG RQ RWKHU WKLQJV ,W LV
LPSRUWDQWWRQRWHWKDWWKLVLVQRWMXVWDUHDOORFDWLRQ
RI À[HG UHDO LQFRPHV 5DWKHU WKH IDFW WKDW PRUH
HQHUJ\HIÀFLHQWKRXVHKROGVFDQUHFHLYHWKHVDPH
HQHUJ\ VHUYLFHV DV WKH\ GLG EHIRUH DW ORZHU FRVW
DOVR PHDQV WKDW WKHUH ZLOO EH D SRVLWLYH ERRVW LQ
UHDOLQFRPHDQGWKXVSXUFKDVLQJSRZHU
This is the real trigger for an anticipated sustained 
ERRVWLQHFRQRPLFDFWLYLW\WKHERRVWWRKRXVHKROG
VSHQGLQJ SRZHU ZRXOG EH H[SHFWHG WR GHOLYHU D
GLUHFWGHPDQGERRVWWRWKHVHFWRUVZKHUHSHRSOH
spend their money, which will ripple up supply 
FKDLQV DQG DFURVV PDUNHWV 7KH PRUH PRQH\ LV
VSHQW ZLWKLQ 6FRWODQG WKH ELJJHU WKH ERRVW ZLOO
EH 1RWH WKDW WKH LQFUHDVHG GHPDQG LV OLNHO\ WR
cause prices to rise, which in turn may cause some 
negative competitiveness effects in other sectors 
IRUH[DPSOHH[SRUWLQGXVWULHV+HUHDQ\LPSDFWV
of this type are temporary while investment and the 
ODERXUPDUNHWDGMXVW
2XU IRFXVKHUH LVRQKHDGOLQH LQGLFDWRUV2XUNH\
ÀQGLQJ LV WKDW RYHU WKH ORQJ WHUP D VXVWDLQHG
ERRVWWRMREVDQG*'3ZRXOGSULQFLSDOO\EHGULYHQ
E\ PRUH HQHUJ\ HIÀFLHQW 6FRWWLVK KRXVHKROGV
KDYLQJPRUHVSHQGLQJSRZHU7KHHQDEOLQJVWDJH
WKHWLPHOLPLWHGSURMHFWVWKDWHQDEOHWKLVLQFUHDVH
in spending power - is expected to have a smaller 
LPSDFW DQG RQH WKDW LV ODUJHO\ FRQÀQHG WR WKH
\HDUWLPHIUDPHRIWKH(QHUJ\(IÀFLHQW6FRWODQG
SURJUDPPH
We model the realisation stage using data 
FRPSLOHG E\ WKH 6FRWWLVK *RYHUQPHQW DQG WKH
(QHUJ\6DYLQJ7UXVW7KHVHGDWDDOORZXV WREXLOG
XS WKH VL]H RI WKH DQWLFLSDWHG HIÀFLHQF\ JDLQ DV
PRUH KRXVHKROGV LPSURYH WKHLU HIÀFLHQF\ YLD WKH
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(QHUJ\ (IÀFLHQW 6FRWODQG SURJUDPPH 7KH GDWD
VXJJHVWWKDWE\WKHHQGRIWKH\HDUSURJUDPPH
WKHUH ZLOO EH DQ DYHUDJH  UHGXFWLRQ LQ
HQHUJ\ UHTXLUHG WR UXQ 6FRWWLVK KRXVHKROGV 
In the 20% of households with lowest incomes, this 
ULVHVWR
To model the impact on the wider economy, we use 
a 30 year time frame (set to allow the households 
LQYROYHG LQ WKH ÀQDO \HDUV RI WKH SURJUDPPH WR
SD\ RII DOO ORDQV 2YHUDOO ZH HVWLPDWH WKDW WKH
¶UHDOLVLQJVWDJH·ZLOOGHOLYHUDFXPXODWLYHERRVWRI
DURXQG ELOOLRQ WR UHDO 6FRWWLVK *'3 DQG D ORQJ
WHUP VXVWDLQHG ERRVW LQ 6FRWWLVK *'3 RI 
DERYHZKDWLWZRXOGRWKHUZLVHEHLQWKHDEVHQFH
RIDQ\(QHUJ\(IÀFLHQW6FRWODQGDFWLYLW\




VWDUW WR VSUHDG DURXQG  DGGLWLRQDO IXOO
WLPHHTXLYDOHQW MREVDUHJHQHUDWHGE\ WKH IRXUWK
\HDU RI WKH (QHUJ\ (IÀFLHQW 6FRWODQG SURJUDPPH
,W LV RQO\ EHFDXVH RI WKH ODVWLQJ LPSDFW RI WKH
realising stage that this net gain (although not 
QHFHVVDULO\DOOWKHVDPHW\SHVRIMREVLVVXVWDLQHG
LQWR WKH ORQJ WHUP  LH EH\RQG WKH HQG RI WKH 
\HDU WLPHIUDPH ZH IRFXV RQ 7KHUH DUH \HDUV
ZKHUH HPSOR\PHQW LV OLNHO\ WR EH KLJKHU DV WKH
LPSDFWVRIWKHHQDEOLQJVWDJHDUHPD[LPLVHGDQG
WKH UHDOLVLQJ VWDJH JDLQV SDFH 2XU VLPXODWLRQV






To understand the overall picture, we modelled the 
WZRVWDJHVVLPXOWDQHRXVO\ 7KHKHDGOLQH UHVXOW LV
WKDWWKHFRPELQHGHIIHFWRI¶HQDEOLQJ·DFWLYLW\DQG
the knock-on realising impacts is estimated to 
GHOLYHUDJURVVXQGLVFRXQWHGFXPXODWLYHERRVWRI
ELOOLRQ WR UHDO 6FRWWLVK *'3 RYHU WKH QH[W 
\HDUV ,I ZH GLVFRXQW IXWXUH *'3 UHWXUQV EDVHG
RQ WLPH WR UHDOLVDWLRQ DV PD\ EH WKH FDVH LQ
*RYHUQPHQWDSSUDLVDORISXEOLFSURMHFWVWKHÀJXUH
ZRXOG EH ELOOLRQ +HUH DV ZH DUH ZRUNLQJ
with undiscounted real spending estimates, we 
do not discount the returns in the headline results 
UHSRUWHG
7KH VXVWDLQHG ERRVW WR WKH HFRQRP\ ZRXOG DOVR
EH H[SHFWHG WR GHOLYHU DGGLWLRQDO UHYHQXHV DQG
we estimate that cumulative savings of around 
ELOOLRQFRXOGEHGHOLYHUHGWRWKHSXEOLFEXGJHW
:KLOHWKLVÀJXUHLVOHVVWKDQKDOIRIWKHHVWLPDWHG
LQLWLDO *RYHUQPHQW RXWOD\ ELOOLRQ KRZ WKH
RXWFRPH LV YLHZHG LQ WHUPV RI ¶YDOXH· IRU SXEOLF
PRQH\GHSHQGVRQWKHSHUVSHFWLYHWDNHQ
For example, suppose we take the perspective 
that the direct Government spending (grants), 
GHVSLWHEHLQJGLUHFWHGWRVXSSRUWRQO\ORZLQFRPH





*RYHUQPHQW QRZ 7KHQ WKH HVWLPDWHG FXPXODWLYH
UHDO *'3 ERRVW RI ELOOLRQ VHW DJDLQVW WKH
SURMHFWHGELOOLRQSXEOLFVSHQGLQJFRPPLWPHQW
VXJJHVWVD ¶PXOWLSOLHU· UHWXUQRIDERXW LQ*'3
SHURISXEOLFVSHQGLQJ'HSHQGLQJRQKRZZH




MREV ERRVW RI DURXQG  VXJJHVWV FUHDWLRQ RI
DURXQGMREVSHUPLOOLRQRISXEOLFPRQH\VSHQW
Is this a price worth paying? Of course we need to 
VHW WKLV DJDLQVW WKH ZLGHU UDQJH RI EHQHÀWV WKDW
DUH OLNHO\ WR EH GHOLYHUHG E\ WKH (QHUJ\ (IÀFLHQW
6FRWODQG SURJUDPPH 7KH DQDO\VLV UHSRUWHG LQ
WKLV 3ROLF\ %ULHI KDV QRW FRQVLGHUHG DQ\ EHQHÀWV
to health or, in turn, any implications for health 
VSHQGLQJ1RUKDYHZHFRQVLGHUHGEHQHÀWVLQWHUPV
RIJUHHQKRXVHJDVHPLVVLRQVUHGXFWLRQV
Our results did extend to consider impacts on 
KRXVHKROG JURXSV ZLWK GLIIHUHQW LQFRPH OHYHOV
Our simulation results suggest that, due to a 
FRPELQDWLRQRIORZHUHQHUJ\ELOOVDQGWKHHFRQRP\
ZLGH H[SDQVLRQ DOO KRXVHKROGV ZLOO HQMR\ UHDO
LQFRPH JDLQV 2XU LQLWLDO ÀQGLQJV VXJJHVW WKDW
the 20% of households with lowest incomes 
ZLOO XOWLPDWHO\ EHQHÀW IURP D  UHGXFWLRQ LQ
VSHQGLQJRQHQHUJ\FRXSOHGZLWKDERRVW LQ
UHDO LQFRPHV 7KXV WKH (QHUJ\ (IÀFLHQW 6FRWODQG
SURJUDPPH FDQ EH H[SHFWHG WR FRQWULEXWH WR
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UHGXFLQJIXHOSRYHUW\
For reasons of simplicity and ease of reporting, our modelling work at this stage focusses on the impacts 
RIWKH(QHUJ\(IÀFLHQW6FRWODQGSURJUDPPHLQWKHDEVHQFHRIFRPSOLFDWLQJIDFWRUVVXFKDVZKHWKHUWKH
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